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TEEMS OF APPOINTMENT 

Tke Lords Commission-ers of His Majesty’s Treasury and tlie Minister of Eeeoustruction have 
appointed a Committee to consider the various problems which will arise in connection with currency and 
the foreign exchange duxdng the period of reconstruction and report upon the steps required to bring about 
the restoration of normal conditions in due course. 

The constitution of the Committee will be as follows: — 

Lord Cumjffe, G.B.E., Governor of the Bank of England, Chairman. 

SiE Charles Addis, Hong Kong and Shanghai Banking Corporation. 

The Hon. Etjpeht Beckett, Beckett and Company. 

Sib John Bradbury, K.C.B., Secretary to the Treasury. 

G. C. Cassels, Esq., Bank of Montreal. 

Gaspard Farrer, Esq., Baring and Company. 

The Eon. Herbert Gibbs, Antony Gibbs and Sons. 

W. H. N. Goschen, Esq., Chairman of the Clearing Bankers’ Committee. 

Lord Inchcape op Strathnaver, G.C.M.G., K.C.S.I., K.C.I.E. 

R. W. Jeans, Esq., Bank of Australasia. 

A. C. PiGOU, Esq., M.A., Professor of Political Economy, Cambridge University. 

G. F. Stewart, Esq., D.L., F.S.I., Ex-Governor of the Bank of Ireland. 

William Wai.l. 4CE, Esq., Royal Bank of Scotland. 

Mr. G. C. Upcotx, of the Treasury and Ministry of Reconstruction, will act as Secretary io 
the Committee. 

January^ 1918. 



The following words were subsequently added to the Teirms of Reference: — 

“and to consider the working of the Bank Act, 1844, and the constitution and functions of the 
Bank of England with a view to recommending any alterations which may appear to them to be 
necessary or desirable.’’ 
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COMMITTEK ON CUERENCY km FOEEIftN EXCHANGES. 



EIBST INTEEIH HEPOET 



To the LOEDS •OOMMIS.SIONEES OE HIS MAJESTY'S TItEASUET ami the 
MINISTEE UP EBOONSTEUOTION. 



IntToduction. 

My Lords and Sie, 

1. We Lave the lioiiour to present Leremth an interim Report on certain of th.e matters referred to us 
in January last. _ In this Report we attempt to indicate the bixiad lines on which we think the serious 
currency diSiculties which will confront this country at the end of the war should be dealt with. The diffi- 
culties which will arise in. connexion with the Foreign Exchanges will be no less grave, but we do not think 
that any recommendations as to the emergency expedients which may have to be adopted in th.© period 
immediately following the conclusion of peace can usefully be made until the end of the war is clearly in 
sight and a more definite opinion can be formed as to the conditions which will then prevail. "W© propose 
also to deal in a later Report with questions affecting the constitution and management of the Bank of 
England, and with the applicability of the recommendations contained in this Report to Scotland and 
Ireland, in regard to which we have not yet taken evidence. We have therefore confined our inquiry for the 
present to the broad principles upon which the cunency should be regulated. We have had the advantujg© 
of consultation with the Bank of England, and have taken oral evidence from various banking and financial 
experts, representatives of certain Chambers of Commerce and others who have particularly interested them- 
selves in these matters. We have also had written evidence from certain other representatives of commerce 
and industry. Our conclusions upon the subjects dealt with in this Report are unanimous, and we cannot 
too strongly emphasise our opinion that the application, at the earliest possible date, of the main principles 
on which they are based is of vital necessity to the financial stability and well being of the country. Nothing 
can. contribute more to a speedy recovery from the effects of the war, and to the rehabilitation of the foreign 
exchanges, than the re-establishment of the cunency upon a sound basis. Indeed, a sound system of 
currency will, as is shown in paragraphs 4 and 5, in itself secure equilibrium in those exchanges, and render 
unnecessary the continued resort to the emergency expedients to which we have refen'ed._ We should add 
that in our inquiry -we have had in view the conditions which are likely to prevail during the ten years 
immediately following the end of the war, and we think that the whole subject should be again reviewed not 
later than the end of that period. 

The Cueeency System Betoee the Wae. 

tinder the Bank Charter Act of 1844, apart from the fiduciary issue of the Bank of England and 



the notes of Scottish and Irish Banks of Issue (which wei-e not actually legal tender), the currency in circula- 
tion and in Bank reserves consisted before the war- entirely of gold and subsidiary coin or of notes representing 
gold. Gold was freely coined by the Mint without any charge. There were no restrictions upon the import 
of gold. Sovereigns were freely given by the Bank in exchange for notes at par value, and there were no 
obstacles to the export of gold. Apart from the presentation for minting of gold already in use in the 
arts (which imder normal conditions did not take place) there was no means whereby the legal tender currency 
could be increased except the importation of gold from abroad to form the basis of an increase in the note 
issue of the Bank of England or to be presented to the Mint for coinage, and no means whereby it ^9^*^ ^ 
diminished (apart from the normal demand for the arts, amounting to about ^2, 000, 000 a year, which was 
only partly taken out of the currency supply) except the export of bullion or sovereigns. 

3. Since the passing of the Act of 1844 there has been a great development of the cheque system. Ihe 

essence of that system is that purchasing power is largely in the form of bank deposits operated upon by 
cheque, legal tender money being required only for the purpose of the reserves held by the banks against those 
deposits and for actual public circulation in connection with the payment of wages and retail transactions. 
The provisions of the Act of 1844 as applied to that system have operated both to correct unfavourable 
exchanges and to check undue expansions of credit. . n i i 

4. When the exchanges were favourable, gold flowed freely into this country and an increase ot 
tender money accompanied the development of trade. When the balance of trade was unfavoimble and the 
exchanges were adverse, it became profitable to export gold. The would-be exporter bought his gold 1^9^ 
the Bank of England and paid for it by a cheque on his account. The Bank obtained the gold from_ the 
Issue Department in exchange for notes taken out of its banking reserve, with the result that its uabiiities 
to depositors and its banking reserve were reduced by an equal amount, and the ratio of reserve to liabilities 
consequeoitly fell. If the process was repeated sufficiently often to reduce the ratio in a deg^ eon- 



sidered dangerous, the BanJc raised its rate of discount. The raising of the disMunt 
immediate effect of retaining' money here which would otherwise have been remitted abroad 



uumeaiaxe eitecT; oi reiamiiig munejf ueic — t . . ^ ij 

attracting remittances from abroad to take advantage of the higher rate, thus checking the outflow ot gold 
and even reversing the stream. , n /i , -v . j. • „ 

5. If the adverse condition of the exchanges was due not merely to seasonal fluctuations, but to circum- 
stances tending to create a permanently adverse trade balance, it is obvious that the pi-ooMure above d^cnbed 
would not have been sufficient. It would have resulted in the .creation of a voh^e of short-dated 
indebtedness to foreign countries which would have been in the end disastrous to our credit and the posi ion 
of London as the financial centre of the world. But. the raising of the Bank’s dis^unt rate and the steps 
taken to make it effective in the market necessarily led to a general rise of interest rates and a restriction 
of credit. New enterprises were therefore postponed and the demand for constructional materials and 
other capital goods was lessened. The consequent slackening of employment also diminished the demand 
for consumable goods, while holders of stocks of commodities earned largely with borrowed money, being 
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confronted with an increase of interest charges, if not with actual clifficxilty in renewing loans, and with 
the prospect of falling prices, tended to press their goods on a weak market. The result was a decline in 
general prices in the home market which, by checking imports and stimulating exports, corrected the 
adverse trade balance which was the primary cause of the difficulty. 

6. "When apart from a foreign drain of gold, credit at home threatened to become unduly expanded, the 
old currency system tended to restmin the expansion and to prevent the consequent rise in domestic prices 
which ultimately causes such a drain. The expansion of credit, by forcing up prices, involves an increased 
demand for legal tender currency both from the banks in order to maintain their normal proportion 
of c as h to liabilities and from the general public for the payment of wages and for retail transactions. 
In this case also the demand for such currency fell upon the reserve of the Bank of England, and the Bank 
was thereupon obliged to raise its rate of discount in order to prevent the fall in the proportion of that leseire 
to its liabilities. The same chain of consequences as we have just described followed and speculative trade 
activity was similarly restrained. There was therefore an automatic machinery by which the volume of 
purchasing power in this country was continuously adjusted to world prices of commodities in general. 
Domestic prices were automatically regulated so as to prevent excessive imports ; and the creation of banking 
credit was so conti-olled that banking could be safely permitted a freedom from State interference which 
would not have been possible under a less rigid currency system. _ 

T. Under these arrangements this countiy was provided with a complete and effective gold standard. 
The essence of such a standard is tliat notes must always stand at absolute parity with gold coins of 
equivalent face value, and that both notes and gold coins stand at absolute parity with gold bullion. "Whea 
these conditions are fulfilled, the foreign exchange rates with all countries possessing an effective gold 
standard are maintained at or within the gold specie points. 



CH^iNGES WHICH HAVE AfFECTED THE GOLD StAKDAED DURING THE WaR. 

8. It will be observed that the fall in a number of the foreign exchanges below the old export specie 

points which has taken place since the early part of 1916* is not by itself a proof that the gold standard has 
broken down or ceased to be effective. Dui-ing the present war the depredations of enemy submarines, high 
freights, and the refusal of the Government to extend State insurance to gold cargoes have greatly 
increased the cost of sending gold abroad. The actual export specie point has, therefore, moved a long way 
from its old position. In view of our enormous demands for imports, coupled with the check on our exports 
due to the war, it was natural that our exchanges with neutrals should move towards the export specie point. 
Consequently, the fall in the export specie point would'by itself account for a large fall iAour exchange rates. 
Such a fail must have taken place in the circumstances, even though all- the conditions of an effective gold 
standard had been fully maintained. _ _ ' » -l- i 

9. The couree of the war has, however, brought influences into play ki consequence of which the 
gold standard has ceased to be effective. In. view of tlie crisis which arose upon the outbreak of war 
it was considered nec^sary, not merely to authorise the suspension of the Act of 1844, but also to empower 
the Treasury to issue currency notes for one pound and for ten shillings as legal tender throughout the 
United Kingdom. Under the powers given by the Currency and Bank Notes Act, 1914, the Treasury under- 
took to issue such notes through the Bank of England to hankere, as and when required, up to a maxinmm 
limit not exceeding for any bank 20 per cent, of its liabilities on current and deposit accoimts. Ihe 
amount of notes issued to each bank was to be treated as an advance bearing interest at the current bank ^>^te. 

10. It is not likely that the internal demand for legal tender currency which was anticipated at 
the beginning of August^ 1914, would by itself have necessitated extensive recourse to these provisions. 
But the credits created by the Banlv of England in favour of its depositors under the arrangements by 
which the Bank undertook to discount approved bills of ex<'.hauge and other measures taken about the 
same time for the protection of credit caused a large increase in the deposits of the Bank. Eurther, the 
need of the Government for funds wherewith to finance the war in excess _ of _ the amounts raised by 
taxation and by loans fiom the public has made necessary the creation of credits in their favour with the 
Bank of England. Thus, the total amount of the Banlc’s deposits increased from, approximately, £66,000,000 
in July, 1914, to £273,000,000 on the 28th July, 1915, and, though a considerable reduction has since I»en 
effected, they now (16th August) stand as high as £171,870,000. The balances created by these opera ions 
passing by means of payments to contractors and othere to the joint .stock hanks have formed the 

tion of a gre.at growth of their deposits which have also been swelled by the creation of credits in connection 
with the subscriptions to the various War Loans.t Under the operation of these causes 
of the banks of the United Kingdom (other than the Bank of England) increased from £l, 0 T 0 ,bol,UU 
on the 31st December, 1913, to £1,742,902,000 on the 31st December, 1917. 

11. The greatly increased volume of bank deposits, representing a corresponding increase of pur- 
chasing power and, therefore, leading in conjunction with other causes to a great rise of prices, has broug 



• In the abnormal circDmatanceB at the outbreak of war the neutral excbangea moved ■temporarily in our favour o'wing to the 
remittance home of liquid balances from foreign countries and the withdrawal of foreign credits. 

t This process has bad results of such far-reaching importance that it may be useful to set out in detail the 
it operates. Suppose, for example, that in a given week the Government require £10,000,000 over and above 
taxation and loans from the public. They apply for an advance from the Bank of England, which by a book entry p 
amount required to the credit of Public Deposits in the same way ^ any other banker credits the account o „ * 

when he grants him temporary accommodation. The amount is then paid out to coniractors am otaer w 
creditors, and passes, when the cheques are cleared, to the credit of their bankers in the books_ of the Bank ot fing 
other words is transferred from Public to “Other” Deposits, the effect of the whole transaction thus being to in •, 
£10,000,000 the purchasing power in the hands of the public in the form of deposits in the Joint Stock Banks ana 
cash at the Bank of England by the same amount. The bankers’ liabilities to depositors having thus increased by ’ ,v • 
and their cash reserves by an equal amount, their proportion of cash to liabilities (which was normally before the wa 
under 20 par cent.) is improved, with the result that they are in a position to make advances to their customers , 
equal to four or five times the sum added to their cash reserves, or, in the absence >f demand for sucfa ..trainst ths 

increase their investmente by the difference between the cash received and the proportion _ they require to .boiu j, 
increase of their deposit liabilities. Since the outbreak of war it is the second procedure which has ia *be main bee , 
the surplus cash having been used to subscribe for Treasury Bills and other Govornmeut securities. The money so 
has again, been spent by the Governmeut and returned in the mimuet above described to the bankers cash balauMS, A-ngjig 

being repeated again and again until each £10,000,000 originally advanced by the Bank of England has create ® the 

representing new purchasing power to several timee that amount. Before the war these processes, if contmuea, 

Bank of England, as explained in paragraph 6, to raise its rate of discount, but, as indicated below, the unlimi 
Currency Notes has now removed this check upon the continued expansion of credit. 
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about a correspon^iiig demand for legal teiidex* currency wliicli could not have been satisfied under tx'j 
_itriiigejai--»i‘OTisions of -A-ct oi 1844. Contractors are obliged to draw cheques against their accoun.ts 
in order tC'disckarge their wages bill — itself enhanced on account of the idse of prices. It is to provide 
this cupency that the continually growing issues of Currency Notes have been made. The Banks instead 
of obtaining notes hy way of advance under the arrangements described in paragraph 9 were able to pay i’oj' 
them outright by the transfer of the amount from their balances at the Bank of England to the credit of the 
Currency Note Account and the circulation, of the notes continued to increase. The Government subse- 
quently, by substituting their own securities for the cash balance so transferred to their credit, b<jr.-ox\ 
that baianee. In efiect, the banks are in a position at will to convert their balances at the liar:!.: uf 
England enhanced in the manner indicated above into legal tender currency without causing notes to bo 
drawn, as they would have been under the pre-war system, from the banking reserve of the Bank of England, 
and compelling the Bank to apply the normal safeguards against excessive expansion of credit. 
Eresh legal tender currencj' is thus continually being issued, not, as formerly, against gold, but 
against Government securities. Plainly, given the necessity for the creation of bank credits in favour 
of the Government for the pui-pose of financing war expenditure, these issues could not be avoided. 
If they had not been made, the banks would have been unable to obtain legal tender with which to rrseet 
cheques drawn for cash on their customers’ accounts. The unlimited issue of currency notes in exchange 
for credits at the Bank of England is at once a consequence and an essential condition of the methods whioii 
the Government have found necessary to adopt in order to meet their war expenditure. 

12. The effect of these causes upon the amount of legal tender money (other than subsidiary coisi) 
in bank reserves and in circulation in the United Kingdom are shown in the following paragraph. 

13. The amounts on the 30th June, 1914, may be estimated as follows: — 

Eiduciary Issue of the Bank of England £18,450,000 

Bank of England Notes issued against gold coin or bullion ... ... ... ... £38,476,000 

Estimated amount of gold coin held by Banks (excluding gold coin held in the Issue 

Department of the Bank of England) and in public circulation ... ... ... £123,000.fH'Jf) 



Grand total £179,926,000 



The corresponding figmes on the 10th July, 1918, as nearly as they can be estimated, were: — 

Fiduciary Issue of the Bank of England ... £18,450,000 

Currency Notes not covered hy gold ... £230,412,000 



Total Eiduciary Issues* 

Bank of England Notes issued against coin and bullion ... 

Currency Notes covered by gold 

Estimated amount of gold coin held by Banks (excluding gold coin held by Issue 
Department of Bank of England), say ... .... 



£248,862,00(1 

£66,368.000 

£28,500,000 

£40,000,000 



Grand total ... ... ... ... ... ... ... £382,730.00!) 



Thei’e is also a certain amount of gold coin still in the hands of the public which ought to be added to 
the last-mentioned figure, but the amount is unknown. 

14. As Bank of England notes and currency notes are both payable at the Bank of Englaml in gold 
coin on demand this large issue of new notes, associated, ns it is, with abnormally high prices and unfavour- 
able exchanges, must have led under normal conditions to a rapid depletion, threatening ultimately the 
complete exhaustion, of the Bank’s gold holdings. Consequently, unless the Bank had been prepared to 
all its gold drained away, the discount rate must have been raised to a much higher level, the creation of 
banking credit (including that required by the Govemm^t) would have been checked, prices would have 
fallen and a large portion of the surplus notes must have come back for cancellation. In this way an effective 
gold standard would have been maintained in spite of the heavy issue of notes. But during the wat condItioL:', 
have not been normal. The public are content to employ currency notes for internal purposes, and, not- 
withstanding adverse exchanges, war conditions interpose effective practical obstacles against the export of 
gold. Moreover, the legal prohibition of the melting of gold coin, and the fact that the importation of gold 
bullion is reserved to the Banir of England, and that dealings in it are limited have severed the link.which 
formerly existed between the values of coin and of uncoined gold. It is not i»ssible to judge to wlmi evtent 
legal tender currency may in fact be depreciated in terms of bullion. But it is practically certain tL:it there, 
has been some depreciation, and to this extent therefore the gold standard has ceased to be effective. 

Eestoeation op Conditions Necess.^ey to the Mainten.4nce of the Gold Stand.ard Recommended, 

16. We shall not attempt now to lay down the precise measures that should be adopted to deal with 
the situation immediately after the war. These will depend upon a variety of conditions which cannot be 
foreseen, in particular the general movements of world prices and the currency policy adopted by other 
countries. But it will be clear that the conditions necessary to the maintenance of an effective gold standard 
in this country no longer exist, and it is imperative that they should be restored without delay. After 'the 
war our gold holdings will no longer be- protected by the submarine danger, and it will not be possible 
indefinitely to continue to support the exchanges with foreign countries by borrowing abroad. Unless the 
machinery which long experience has shown to be the only effective remedy for an adverse balance of trade 
and an undue growth of credit is once more brought into play, there will be ve:^ grave danger of a credit . 
expansion in this country and a forei^ drain of gold which might jeopardise the convertibility of our note 
issue and the international trade position of the country. The uncertainty of the monetary situation will 
handicap our industry, our position as an international financial centre will suffer and our general commercial 
status in the eyes of the world will be lowered. We are glad to find that there was no difference of opinion 
among the witnesses who appeared before us as to the vital importance of these matters. 

* The notes issned by Scottish and Irish hanks -which have been made legal tender during the war have not been included in the 
foregoing figures. Strictly the amount (about £6,000,000) hy which these issues exceed the atno-nnt of gold and currency notes held 
by those banks should be added to the figures of the present fiduciary issues given above. 

18G4S A 3 
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CeSSAITOX or G-OVEBNilEXX Borbowixgs. 

IG. If a sound luouetary position is to be re-establisbed and the gold standard to Jaft^*itecti%-eh- main- 
tained, it is in our judgment essential that Goveniment. borrowings should cease at the "earliest possible 
moment after the war. A. large part of the credit expansion arises, as we have shown, from the fact that 
the expenditure of the Government during the war has exceeded the amounts which they have been able to 
raise by taxation or by loans from the actual savings of the people. They have been obliged therefore to 
obtain, money through the creation of credits by the Bank of England and by the Joint Stock Banks, with the 
result that the growth of purcliasiiig power has exceeded that of purchasable goods and services. As we 
have already shown, the continuous issue of uncovered currency uotes is inevitable in such circumstances 
This credit expansion (which is necessarily accompanied by an evergi-owing foreign indebtedness) cannot 
continue after the war without seriously threatening our gold reSeiwes and, indeed, our national solvency. 

IT. A primary condition of the restoration of a sound credit position is the lepayment of a lar^e 
portion of the enoi-mous amount of Government securities now held by the Banks. It is essential that 
as soon as possible the State should not only live within its income but should begin to reduce its 
indebtedness. We accordingly recommend that at the earliest possible moment an adequate sinking fund 
Nhould be provided out of revenue, so that there may be a regular anuual reductiou of capital liabilities, 
more especially those which constitute the floating debt. We should remarlc that it is of the utmost import- 
ance that such repayment of debt should uot be offset by fresh borrowings for capital expenditure. We are 
aware that immediately after the war there will be strong pressure for capital expenditure by the State in 
many forms for reconstruction purposes. But it is essential to the restoration of an effe(;tive gold standard 
that the money for such expenditure should not be provided by the cieation of new credit, and that, in so far 
as s\ich expenditure is \mdertaken at all, it should be undertaken with gi-eat caution. The necessity of 
providing for our indispensable supplies of food and raw materials from abroad and for arrears of repairs to 
manufacturing plant and the transport system at home will limit tlie savings available for new capital 
expenditure for a considerable period. This caution is particularly applicable to far-reaching programmes of 
housing and other development schemes. 

The shortage of real capital must be made good by genuine savings. It cannot be met by the creation 
of fresh purchasing power in the form of bank advances to the Government or to manufacturers' undei- 
Government guarantee or otherwise, and any resort to such expedients can only aggravate the evil and 
retard, pos.sibly for generations, the recovei-y of the country from the losses sustained during the war. 

Use of B.\nk of Ekglaitd Discount R.\te. 

is. Under a-u effective gold standard all export demands for gold must be freely met. A furthe- 
essential condition of tlie restoration and maintenance of such a standard is tlierefore that some machiner; 
shall exist to check foreign drains when they threaten to deplete the gold reserves. The recognised 
machiueiy for this purpose is the Bank of England discount rate. Whenever before the war the Bank’r 
reserves were being depleted, the rate 'of discount was raised. This, as we have already explained, by 
reacting upon the rates for money generally, acted as a check which operated in. two ways. On the one 
hand, raised money rates tended directly to attract gold to this coimtiy or to keep here gold that might 
have left. On the other hand, by lessening the demands for loans for business puvpose.s, they tended t<i 
check expenditure and so to lower prices in this country, with the result that imports were discouraged 
and exports encouraged, and the exchanges thereby turned in mu- favour. Unless this two-fold check 
i.s Jiept in working order the whole currency system will be imperilled. To maintain the connection between 
a gold drain and a rise in tlie rate of discount is essential to the safety of the reserves. When the exchanges 
are advei-se and gold is being drawn away, it is essential that the rate of discount in this country should 
be raised relatively to the rates ruling in other countries. Wlmther this will actually be necessary imme- 
diately after ■the war depends on whether prices in this country are then .substantially higher than gold 
prices throughout the world. It seems probable that at present they are on the whole higher, hut, if credit 
expansion elsewhere continues to be rapid, it is possible that this may eventually not bo sii. 

Continuance op Differential Rates for Home and Foreign Money not Recommended. 

19. It has been argued before us that during the period of reconstruction a-nd perhaps for many 
years afterwards it will be possible and desirable, even though the exchanges are adverse, to keep money 
for home industry substantially cheaper in this country than it is abroad and yet retain an effective gold 
standard by continuing the present practice of differentiating between home money and foreign money. 
It is held that relatively low rates should he offered for home money and charged on domestic loans, while 
gold is at the' same time prevented from going abroad by the offer of high rates for foreign money. In 
our judgment, so soon as the present obstacles in the way of international intercourse are removed, any 
attempt to maintain this differentiation must break down because it would be impracticable to prevent people 
from borrowing at the low home rate and contriving in one way or another to re-lend at the high foreign 
rate. This could only be prevented, if at all, by the maintenance of such stringent restrictions upon the 
freedom of investment after the war as would, in our opinion, be most detrimental to the financial and 
industrial recovery of this country. Even, however, if differentiation, as a post-war policy, were prac- 
ticable, it would not, in our judgment, be desirable. For the low home rate, by fostering large loans and 
so keeping up prices would continue to encourage imports and discourage exports ; so that, even though the 
high rate offered for foreign money prevented gold from being drawn abroad, it would only do this at the 
cost of piling up an ever-growing debt from Englishmen to foreigners. It would be necessary at the 
same time to continue to pay for our essential imports of raw materials by borrowing in the United Sta"tes 
and elsewhere, instead of by increasing our exports, thus imposing further burdens of foreign debt. This 
process could not continue indefinitely, and must sooner or later lead to a collapse. We are, therefore, of 
opinion that the need for making money dear in the face of adverse exchanges cannot, and should not. 
be evaded by resort to differential rates. 

Legal Limitation of Note Issue Necessary. 

. 20. The foregoing argument has a cio.se connection with the general question of the legal control of the 
note issue. It has been urged in some quarters that in order to make possible the provision of a liberal 
suppl 3 ' of money at low rates during the period of reconstruction further new currency notes should be 
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of enabling banks to make large loans to indnstry without the risk of anding them- 
of Sis kSd is tf ™ *■*? tto PoUio for legal tender money. It is plain that a poUcv 

bo no ohSk onm T ‘ “““‘“““PPO oi oo eflective gold standard. If it is adopted there will 

SSnoh , mSort' “*b exchanges will not be corrected either directly or indirectly 

throu„h a modiacatron in the general level of commodity prices in this country. On the contrary, as the 
SSilv SoS “‘““"■1“*®’ the Mnditions which tend to produce an adyance of prices, they will become 
ind , o cTnW I making for the withdrawal of our gold will continue 

Siuetto^^^^^ ,1“ **“' !?»'■' *“‘■“'-‘1 -iU to ‘tmatened with 

making money ekeap by tke continued issue of new notes is thus altogether incom- 
nS 0^ f gold standard. Such a policy can only lead in the end to an inconvertible 

paper currency and a collapse of the foreign exchanges, with consequences to the whole commercial fabric 
onlw SSnS attempt to describe. This result may be postponed for a time by restrictions 

onirt-eS ill ^ ^ r? borrowing abroad But the continuance of such a policy after the war can 

ultimately be inevitable more painful and protracted. 
No doubt It would be possible for the Bank of England, with the help of the Joint Stock Ban£, without 
d?frn ^ 0 te Issue, to keep the rate of discount sufficiently high to check loans, keep 

V? demand for further notes. But it is very undesirable to place the whole responsi- 

l ; ,/ banks, subject as they will.be to veiy great pressure in a matter of this 

l..ud. If they Lniow that they can get notes freely, the temptation to adopt a las loan policy will be very 
^reat. In order, therefore, to ensure that this is not done, and the gold standard thereby endangered, it is, 

fiduciary notes shall be, as soon as practicable, once more 
iniuted by law, and that the present arrangements under which deposits at the Bank of England may be 
exciianged for legal tender currency without afiecting the reserve of the Banking Department shall be 
innnated at the earliest possible moment. Additional demands for legal tender eun'enev otherwise than 
11 exchange for gold should he met from the reserves of the Bank of England and not by the Treasury, so 
liai the necessary checks upon an undue issue may be brought regularly into play.' Subject to* the 
ronsitionai arrangements as regards currency notes which we propose in paragraphs 43 to 46, 'and to anv 
pei-iai arrangemente in regard to Scotland and Ireland which we may have to propose when we come to 
• leal with tile questions affecting those parts of the United Eingdom, we recommend that the Note Issue 
(except as regards existing private issues) should he entirely in the bauds of the Bank of England; the 
notes should be payable m gold m London only, and should be legal tender tbrougbout the United Kingdom. 



itACEnifBEY FOR THE CONTROL OP THE NOTE IsSUE. 

22. So far we have addressed ourselves to the principles upon which the retention and main- 
^(.‘iiance o± an effective gold standard depend. have now to consider the particular machiuerv in regard 
to tlie control of the Note Issue by which the observance of these principles can most effectively ‘be secured, 
and ^nat modification (if any) may be desirable or permissible in the system in force before the war 

?3. We would in the first place observe that, while the obligation to pay both Bank of England notes 
and currency notes in gold on demand should, in our judgment, be maintained, it is not necessary for the 
maintenance of an effective gold standard, nor do we think it desirable, that there should be an early 
resumption of the internal circulation, of gold coin. For tbe present at any rate we think that it will b'e 
more economical that gold should be held in a central reseiwe as a backing for notes in circulation. We do 
not tliink that any legislation on this subject will be required. People have by now become fuliv accustomed 
to the use of notes, and it is probable that (except for the limited requiiements of persons proposing to travel 
abroad) they will continue to circulate instead of gold coin much as they do at present. Informal action 
on the part of the banks may be expected to accomplish all that is required. If necessary, however, the 
i- .ouiation of^ gold coin could be prevented by making the notes convertible at the discietion of the Bank 
i England either into such coin or into bar gold, though for our own part we should prefer to maintain 
the nght of the noteholder to receive payment in ^Id coin and to trust to the informal steps suggested above 
to prevent gold from flowing into internal circulation. 

while it is a necessaiy condition of an effective gold standard that the import of gold 
should be free from all restrictions, it is not necessary to allow gold coin or bullion obtained otfierwise than 
from the Bank of England to be exported. In view of the fact that it is convenient that the Bank of England 
should have cognizance of all gold exports, we think it desirable that the export of gold coin or bullion should 
^ subject to the condition that such coin or bullion has been obtained from the Bank for the purpose. 
Mujuifaetured gold should be deemed to be bullion unless it is in the form of articles containing a prescribed 
fashion value (say of 10 per cent.). The Bank should be under obligation to supply gold for export in 
Vixciiauge for its notes. These conditions will be sufficient to enable parity to be maintained between 
cuTiuicy and bullion, since importers of gold will be free to sell it either in the market or to the Bank of 
England. 

2rt. Thirdly, in view of the withdrawal of gold from circulation, it is, we think, desirable that the gold 
resen-es of the country should be held by one central institution, and we recommend therefore that all banks 
■should transfer any gold now held by them to the Bank of England, except such small amounts as they 
may require .to keep for the convenience of travellers. 

Tn our opinion, the prohibition against the melting of gold coin should for the present be maintained. 

2U. We have carefully considered various proposals that have been laid before us as regards the 
basis _ui.on which the fiduciary note issue should in future be fixed. It has been urged that the raising of 
the di.siount rate by the Bank of England may be delayed too long to check effectively an undue expansion of 
cr^it, and that under the rigid restrictions of the Act of 1844 a famine of legal tender money might ensue. 
Crises of this nature necessitating the suspension of the Act arose in 1847, 1857, and 1866, and on the fij^ 
two occasions notes were actually issued by the Bank in ^xoess of the maximum authorised by law. On 
this gTound mainly it has been urged that these rigid restrictions ought to be transformed into something 
aioi'e elastic. To this end the following principal proposals, either separately or in combination, have b^n 
put before us by various witnesses : — 

(1) That the Banking and Issue Department of the Bank of England should be amalgamated ; 

(2) That the issue of additional notes, instead of being required to be covered £ for £ by gold,’ should 
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be Ireely all-on-ed, subject oalj' to the condition that a prescribed percentage of tbe total issue 
should be so covered ; 

(3) That, while either an absolute figure for tbe maximum fiduciaiw issue or a masimum determined 
ou a proportionate basis should be prescribed by law, provision should be made for increases 
beyond this maximum upon condition of a tax being paid by the Bank to the Government. 

These various suggestions we now proceed to di.«cus.s. 

27. First, the main efi'eet of the amalgamation of tbe two Departments of the Bank of England 
would be to place deposits with tbe Bank of England in the same position as r-egards convertibility into 
gold as is now held by the note. It has been argued in favour of this change that gxeater security would 
be given to the deposits than under the present system. After careful consideration we are unable to 
recommend it. The deposits have at present the full security of tbe reserve in the Banking Department, 
and it is obvious that any such additional security would be at the direct expense of the security of the 
note. Ill our opinion it is desirable that tbe issue of Currency shall be subject to strict legal regulation, 
but that the mauagement of banking should be left as free as possible from State interference. We think 
that the amalgamation of the two Departments would inevitably lead in the end to State control of the 
creation of banking credit generally, a contingency which we are convinced would greatly hamper the 
elasticity and efficiency with which the banks are able to meet the requirements of industry. 

28. Secondly, the proposal to allow the issue of fiduciary notes without limit, subject only to a fixed 

percentage of the total issue being held in gold by the Bank of England (or the Issue Department of tbe 
Bank of England if there is no amalgamation), appears to us objectionable for tbe following reasons. If, 
as happened in general in the German Eeiebsbank, other regulations keep the actual note issue much below 
tbe maximum fixed by this proportion, the proportion is not effective and produces no result. But, if the 
actual note issue is really controlled by tbe proportion, the arrangement is liable to bring about very 
violent disturbances. Suppose, for example, that the proportion of gold to notes is actually fixed at one- 
third and is operative. Then, if the withdrawal of gold for export reduces the proper ion below the 
prescribed limit, it is neces.sary to withdraw notes in tho ratio of three to one. Any approach to the 

conditions under which the restriction would become actually operative would thus be likely to cause even 
greater apprehension than the limitations of the Act of 1844. 

29. This consequence might no doubt be obviated for a time if the .Joint Stock Banks themselves kept 
large reserves of gold and were prepared in the event of the depletion of the Bank of England reserve either 
by an external or by an internal drain to use them to make good the depletion and so dispense for the time 
being witli the necessity for withdrawing notes from circulation. It is clear, however, that unless the 
same steps in regard to money rates and the restriction of credit were taken as would be necessary if the 
depletion were actually operative, this remedy would be merely a temporary palliative, since tbe causes 
which had occasioned the drain would continue to operate unchecked. If, on tbe other hand, as some 
have advocated, the Banks were given in consideration for their assistance in such contingencies, in addition 
to the riffht to obtain notes for the gold brought in, the right to receive advances in further fiduciary notes, 
the result, so far as the right was exercised, would be to neutralize the effect which the gold brought in 
would othei-wise have had in preserving or restoring the proportion of gold to circulation, while the 
Bank of England would he placed in the very dangerous position of being under an absolute obligation to 
create new credits at the very moment at which a policy of credit restriction had become essential. 

Incidentally we would remark that the minimum percentages proposed by the London Chamber of 
Commerce, namely, 33J per cent, of gold against the Bank of England note issue and 20 to 25 per cent, 
against a separate issue of currency notes, would in our opinion be wholly inadequate. The percentage 
T.,of gold to the two issues, talcen together, would actually be less than is now held. The Manchester Chamber 
V. f Commerce propose that the proportion of gold to notes should be 40 per cent., while Sir Edward Holden 
WvUS of opinion that the Bank should aim at that proportion of gold in respect to its total liabilities on 
act ount of the notes issued and deposits. For the reasons indicated above, however, we have come to 
the; unanimous conclusion that there are substantial objections to basing the note issue of this country upon 
amy proportionate holding of gold. 

30. There remains, thirdly, the plan of fixing a maximum ahsolute limit to the fiduciary note issue, 
eu’i'.iject to the condition that this limit may be exceeded on the payment of a tax to the Government. It 

obvious that, if such a tax is to act as a deterrent, it must be sufficiently high to secure that no profit 
should accrue to the Bank as the result of the emergency issue. As this profit necessarily depends to a large 
degree upon the rate of interest at which accommodation is given to the market, we do not think, in view 
of the great uncertainty as to the future course of interest rates, that it is practicable now to name 
any figure which could safely be adopted for such a tax. Unless it is fixed at a sufficiently penal rate to 
secure that the normal fiduciary issue is not exceeded except in circumstances of real emergency, and 
(hen only for a strictly limited period, the system may afford dangerous possibilities of excessive specula- 
tioii and lend itself to' the development of crises which more stringent safeguards might have averted alto- 
gether. This criticism has in fact been made of the German plan, and we are not clear how the arrange- 
ments recently adopted by the TTnited States, which have not yet been tested by experience, will actually 
"■ -perate. If it were decid'ed to adopt any such method in this country, it would be necessary for safety to 
lake a very high rate which might in fact prove to be unduly penal. 

31. in view of the comparison with the systems prevailing in foreign countries which have been put 
forward by various witnesses, we would point out that these countries have not in practice maintained the 
absolutely free gold market which this country, by reason of the vital importance of its position in inter- 
national finance, is bound to do. It has therefore been open to them to have recourse to devices to steady the 
rate of discount which, even if successful for this purpose, it would be inexpedient and dangerous for us to 
attempt. 

Matktenaxce of Princtpl-e of B.AJ.TC Ch.ahteu Act. 1844, RECOjnrENDED. 

32. Having regard to the foi*egoing considerations, we are of opinion that the principle of the Act 
of 18-H. wiiich has upon the whole been fully justified by experience, should be maintained, namely, that 
-•here -ihrmld be a fixed fiduciary issue beyond which, subject to emergency arrangements which we recom- 
mend l)«low,- notes should only be issued in exchange for gold. It is noteworthy that from 1866 till the out- 
break of the present war no suspension of the Act was ever necessary. We think that the stringent princinles 
of the .4ot have often had the effect of preventing dangerous developments and the fact that they have had 
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to be temporarily suspended on cei-tain rare and exceptional occasions (and those limited to the earlier 
yeais of the Act’s operation -when experience of working tlie system was still immature) does not, in oui 
opinion, invalidate this conclusion. We recommend, therefore, that the separation of the Issue and 
Banking Departments of the Bank of England should be maintained and that the Weekly Return should 
continue to be published in its present form. 

itODIFICATION OF PROVISION'S OF ACT OF 1844 IK RESPECT OF ISSTO OF EmERGEN'CT CuRREN’CY RECOliaiEMDED. 

33. This conclusion, however, has not prevented us from considering with care the possibility of so 

modifying the Act of 1844 as to make provision for the issue of emergency currency in times of acute 
difficulty. It might, no doubt, be sufficient to leave matters as they were prior to 1914 and to risk the 
possibility of the law having to be broken, subject to indemnity from Parliament, but upon tbe whole we 
share the objections which have been expressed in many quarters to this procedure. We are, therefore, of 
opinion that the provisions of Section 3 of the CuiTency and BanJr Notes Act, 1914, under which the Bank 
of England may, with the consent of the Treasury, temporarily issue notes in excess of the legal limit, should 
be continued in force. It should be provided by statute that Parliament should be informed forthwith of 
any action taken by the Treasui-y under this provision hy means of a Treasury Minute which should he laid 
before both Houses. The statute should also provide that any profits derived from the excess issue should 
be surrendered by the Baulr to the Exchequer. It will, of course, be necessary that the Bank rate should be 
raised to, and maintained at, a figure sufficiently high to secure the earliest possible i-etii’ement of tbe 
excess issue. . .. 

34. In connection with these emergency arrangements we have considered the question of the reserves 
which should be held by the joint stock banks quite apart from their normal reserves of legal tender money. 
A.S we do not contemplate a resumption of the internal circulation of gold, no useful purpose would he 
served by their accumulating gold which can be more effectively employed by the Bank of England in 
maintaining the exchanges and supporting the note issue. ^Ve have considered a proposal that they should 
be required to hold a certaiu proportion of their deposits in the form of Treasury Bills and other short- 
dated Government Securities, which, in the event of a crisis, might be discounted with the Bank of 
England and form the basis of an issue of emergency currency, if required. While we think it ex'pedient 
that such reserves should be held, we have come to the couclusion that it would not be desirable to attempt 
any legal regulation of the matter. Our attention has, however, been called to the fact that a Committee 
of Ba^em have recommended that banks should in future be required to ijublisb a Monthly Statement 
in the form of Appendix I. to this Report showing the average of their weekly balance sheets during the 
mouth. We entirely concur in this recommendation and we suggest that the statement of assets should he 
amplified by the addition after “ money at call and at short notice ” of a heading “ Government Securities 
maturing within 12 months.” If this is done, we think that the consequent publicity will be amply sufficient 
to secure the object which we have in view. 

Amoukt of EiDTJCi.iRT Note Issue akd Gold Reserve. 

35. Having come to the conclusion that the amount of the fiduciary issue should, subject to wbat was 
said in paragraph 33, be fixed by law at some definite amount, we have next to consider how large this 
fiduciary issue ought to be. 

Assuming the restoration of an effective gold standard, and given the conventional standards of banking 
practice and the customs of the public as regards the use of currency, the amount of legal tender currency 
(other than subsidiary coin) which can be kept in circulation, including the currency holdings of the banks 
and the Banking Department of the Bank of England, will determine itself automatically, since, if the 
cui’rency becomes redundant,- the rat© of discount will fall, and prices will rise; notes will be presented in 
exchange for gold for export and the volume of the currency -will he reduced pro tanto. If, on the other 
hand, the supply of currenoy falls below current requirements, tbe rate of discount will rise, prices will fall, 
gold will be imported and new notes taken out in exchange for it. 

36. Under the arrangements which we contemplate virtually the whole amount of the currency gold in 
the counti*y will be held in a central reserve at the Bank of England; and the circulation, in the wide sense 
in which we are using the term, will consist (apart from the subsidiary currency, which we need not now 
consider) in part of fiduciary notes and, as regards the balance, of notes covered by that reserve. The total 
circulation being automatically determined, it will follow that tbe higher the amount fixed for the fiduciary 
is.sue the lower will be the amount of the covered issue aud, consequently, of the central gold reserve and 
vice versa, while, if the fiduciary issue were fixed at a figure which proved to be higher than the total 
reouirements of the counti-y for legal tender currency, the covered issue, aud with it the central gold reserve 
would disappear altogether. It is clear, therefore, that the amount of the fiduciary issue must he fixed at 
a figure low enough to make sure, not merely that there will always be some covered issue, but that there will 
always be a covered issue of sufficiently substantial amount to secure that the covering gold which constitutes 
the central reserve never falls so low as to give rise to apprehension as to the stability of the gold standard. 

3T. If the post-war requirements proved to be no larger than the pre-war i;^equirements (about 
£180,000,000, exclusive of sufeidiary coin, as shown in paragraph 13), it is clear that the present 'fiduciai-y 
issue of £249,000,000 would have to be reduced by £69,000,000 before any gold could be stained m the 
central reserve at all. Even upon,the supposition that the policy of substitiiting notes for all ^Idoiitside 
that reserve is completely successful, in order to have a central gold reserve of £100,000,000 the fiduciary 
issue would have to be reduced to £80,000,000 and, even so, we should have £60,000,000 less gold in the 
country than before tbe war. , , n i i • ■ j.- 

88. The pre-war requirements, however, had relation to the level of pre-war world prices, the existing 
conventional standards in regard to banking reserves, and the habits of the people, ^th in regard to me 
amounts of money which they carried in their pockets and kept in their homes and to the use of credit 
instruments in place of cash. It is probable that after the war world prices will stand for many years, if 
not permanently at a greatly enhanced level, and that the banks may well find it desirable to adopt a 
liigher standard for their holdings of legal tender money. Furthermore, any additional economy m the u^ 
of legal tender money which may take place though the extended use of hankers’ cheques and other credit 
instruments may be more than offset by the fact that a larger share of the national income is likely to 1^ 
enjoyed by the wage-earning classes who are the chief users of legal tender money . All these causes will 
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tend to increase the amount of legal tender money whicli the country will, consistently with the maintenance 
of a gold standard, he able to retain in bank reserves and general circulation to a. point much above the 
pre-war figure, but the precise amount of the increase can only he determined by experience. 

39. Until such experience has been gained it would in our opinion be dangerous to seek to lay down 
any precise figure for tire fiduciary issue. The adoption of an unnecessarily low figure would result in the 
accumulation of a gold reserve of larger dimensions than is strictly necessary for the protection of the gold 
standard and the security of our national credit — a luxury which we shall be ill able to afford in the difficult 
times which are ahead — while the adoption of too high a figure would destroy the gold standard altogether. 

40. It, therefore, seems desirable to appioach the problem from the other end, and to attempt 
to fix tentatively the amount which we should like to see held in gold in the centrai reserve, leaving 
the ultimate dimensions of the fiduciary issue to be settled as the result of experience at the amount of 
fiduciary notes which can be kept in circulation — in banking reserve.? (including the Banking Eeseiwe of the 
Bank of England), and in the pockets of the people — without causing the central gold reserve to fall appre- 
ciably below the amount so fixed. 

41. The pre-war gold reseiwes were about ^38 500,000 in the Bank of England and an amount 
estimated at £123,000,000 in the banks and in the pockets of the people. If the actual circulation of gold 
coin ceases and the whole of the gold is concentrated in the centi-al institution, some economy is permissible 
in view of its increased mobility. On the other hand the aggregate amount of e\irrency required will 
undoubtedly be larger. We accordingly recommend that the amount to be aimed at in. tho first instance 
as the normal minimum amount of the central gold reserve should be £150,u00,000, and that, until this 
amount has been reachcKi and maintained concurrently with a satisfactory foreign exchange position for a 
period of at least a year, the policy of reducing the uncovered note issue as and when opportunity offers should 
be consistently followed. In view of the economic conditions which are likely to follow the restoration of 
peace, it will be necessaiy to apply this policy with extreme caution and witliout undue rigidity. When 
the exchanges are working normally on the basis of a minimum reserve of £150,000,000 the position should 
again be reviewed in the light of the dimensions of the fiduciary issue as it then exists. 

Reduction oe Phesenx Cuhrency Note Issue during Interim Period. 

42. If these arrangements are adopted, there will be an interim period beginning after the completion 
of demobilisation during which it is probable that the present issue of CuiTency Notes will have to be 
gradually reduced until experience has shown what amount of fiduciary notes can be kept in circulation 
consistently with the maintenance of this reserve. It was suggested to us in evidence that, until that amount 
has been ascertained, steps should he tajcen as soon as possible after the war to reduce the uncovered issue 
at the mte of not less than 3 per cent, per annum of the outstanding amount, and that, subject to arrange- 
ments for meeting a temporary emergency, the issue in any period of six months or one year should not 
be allowed to exceed the amount outstanding in the preceding similar period. We think that it, would he 
highly desirable to aim at a steady and. continuous reduction, but we are disposed to doubt whether it will 
be found to be practicable to work to any precise rule. We confine ourselves therefore to the general recom- 
mendation of policy indicated above. We entirely concur, however, in the suggestion tliat, when reductions 
have taken place, the actual maximum fiduciary circulation in any year should become the legal maximum 
for the following year, subject only to the emergency arrangements proposed in paragraph 33. 



Traksipionad Arrangements Pending Repl-acement of Currency Note Issue by a Bank 
OF England Issue. 

43. It remains for us to consider how and when the present issue of Currency Notes is to be rep^ced 

by the Bank of England issue. There would be some awkwardness in transferring the issue to the Bank 
of England before the future dimensions of the fiduciai-y issue have been ascertained. We, tnerefore, 
recommend that during the transitional period the issue should remain a Government issue, hut that such 
post-war expansion (if any) as may take place should be covered, not by the investment of the proceeds 
of the new Notes in Government securities, as at present, hut by taking Bank of England Notes frora the 
Bank and holding tliem in the Currency Note reserve, and that, as and when opportunity arises for pr^iding 
cover for the existing fiduciary portion of the issue, the same procedure should be followed. The effe(^ of 
this arrangement would he that the demands for new currency would operate in the nonnal way to reduce 
the reserve in the Banking Department at the Bank of England, which would have to be restored by raising 
money rates and encouraging gold impoi-ts. , ,, t. foo cnn non 

44. We should thus in course of time have the Currency Note issue covered partly by the £4l«,0UU,UUU 

of gold at present held and partly by Bank of England notes covered by gold in the Issue Department of 
the Bank of England; the balance, forming the fiduciary part of the issue properly so-called, being covered 
by Government securities a.s at present. During the transition stage the greater part at any rate of the 
demand for gold for export will fall upon the Bank of England, since currency notes are not Bkely to 
be presented to any large extent for actual payment in gold, but will be paid in by the hanks which collect 
them to the credit of their accounts with the Bank of England, the balances thereby created being used 
when necessary to draw gold from the Bank of England for export in the ordinary way. We accordingly 
think that it will he desirable that Bank of England notes should likewise be substituted in the currency 
note reserve, either immediately after the war or from time to time by instalments, for the £28,500,000 gold 
now held by that reserve, so that when the time is ripe for the final transfer the whole of the gold reserve 
may be in the hands of the Bank. . , 

45 When the fiduciary portion of the issue has been reduced to the amount which experience snows 
to he consistent with the maintenance of a gold reserve of £150,000,000 in the Issue Department of *e_Bank, 
the outstanding Currency Notes should be retired and Banlc of England notes of low denomination substituted, 
the Bank of England fiduciary issue being simultaneously increased by an amount equal to the then 
issue of Currency Notes covered by Government securities. -As the Bank of England notes held m J'*!® 
Currency Note reserve and the gold against them would already appear in the Bank return, the only eflect 
on that return of the ultimate merger would be to add to the total Bank of England issue the amount ot 
the fiduciary portion of the Currency Note issue as ultimately ascertained, and to add the same amount 
of Government securities to the securities in the Issue Department. 
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4G. The setUem^t as between the Treasury and the Bank would take the foi-m of the Treasury 
^kaiuhn„ over tlie Bind, m exchange for a like amount of Currency Notes withdrawn by the Bank from 
circulation the Bank of England notes held for the Currency Note account, and in respect of the remainder 
of tlie Currency Notes withdrawn Government securities. These securities should he either Wavs and Means 
advances, or iieasury Bills and other marketable securities being part of the ordinaiy Public Debt, and 
slioutd be taken at cun-ent market value. In so far as any of the assets of the currency note redemption 
account at the time of transfer might not come within these categories they should be retained by the 
Keasury and other securities substituted. The Bank of England notes of small denomination would be 
issued by the Bank m place of the currency notes withdrawn from circulation, jiartly in substitution for 
the Bunk of England notes retunied to them from the Cnrreucy Note Reserve (which would be already 
covered by gold in the Issue Department), and partly in respect of the Bank's new iiduciaiy issue based on 
the transferred securities. The profits of the increased fiduciaiy issue would be payable hy the Bank to the 
Exchequer. 

Summary of Conclusions. 

47. Our uiaiu conclusions may be briefly summarised as follows: — 

Before the wav the country possessed a complete and effective gold standard. The provisions of the 
bank Act, 1844, operated automatically to correct unfavourable exchanges and to check undue expansions 
nf credit. (Paras. 2 to T.) 

During the war the conditions necessary to the maintenance of that -standard have ceased to exist. 
The main cause has been Ihe growth of credit due to Government borrowing from the Bank of England 
and ether hanks for war needs. The unlimited issue of Currency Notes has been both an inevitable 
consequence and a necessary condition of this growth of ci-edit. (Paras. 8 to 14.) 

In onr opinion it is imperative that after the war the conditions necessary to the maintenance nf an 
effective gold standard should he restored without delay. Unless the machinery which long experience 
has shown to be the only effective remedy for an adverse balance of trade and an undue growth of credit 
is once more brought into play, there will be grave danger of a progressive credit expansion which will 
result in a foreign drain of gold menacing the convertibility of our note issue and so jeopardising the 
international trade position of the country. (Para. 15.) 

The pre-requisites for the restoration of an effective gold standard are : — 

(a) The cessation of Government borrowing as soon as possible after the war. We recommend that 
at the earliest possible moment an adequate sinking fund should be provided out of revenue, 
so that, there may he a I’egular annual reduction of capital liabilities, more especially those 
which constitute the floating debt. (Paras. IG and 17.) 

(h) The recognised machinery, namely, the raising and making effective of the Bank of England 
discount rate, which before the war operated to check a foreign drain of gold and the 
speculative expansion of credit in tliis country, must be kept in working^ order. This necessity 
cannot, and should not, be evaded by any attempt to continue differential rates for home and 
foreign money after the war. (Paras. 18 and 19.) 

(0) The is.suo of fiduciary notes should, as soon as practicable, once more be limited by law, and the 

present avridigemenls under which deposits at the Bank of England may be exchanged for 
legal tender currency without affecting the reserve of the Banking Department should be 
ierminutfid at the earliest possible moment. Subject to transitional arrangements as regards 
Currency Notes and to any special arrangements in regard to Scotland and Ireland which 
we nui.y have to pvopns-c when we come to deal with the questions affecting those parts of the 
United Eingdom, we recommend that the Note Issue (except as regards existing private issues) 
should be enlirely in the hands of the Bank of England. The Notes should Payable in 
London only and should be legal tender throughout the United Kingdom. (Paras. 30 and 31.) 

As regards the control of the Note Issue, we make the following observations: 

(1) While the obligation to pay both Bank of England Notes and Currency Notes in gold on dema^^ 

should be maintained, it is not necessary or desirable that there should be any eaily resumption 
of the iiitenial circulution of gold coin. (Para. 33.) _ • + 1 ,.,, •Rar.v 

(2) While the import of gold should be free from all restrictions it is oonvement that the Bank 
' of EoBbiul should huve oognisauoe of all gold exports aud we 

of cold coin or bullion should be subject to the condition that such com and bullion has been 
obtained from the Bank tor the purpose. The Bank should be under obligation to supply 
srold for exuort in exchange for its notes. (Para. 24.) ,, j. zv.. 

(31 In view of the*^ withdrawal of gold from circulation we recommend that the gold reserres of the 
coimtiy should he held hy one central institution and that all hanks should transfer any 
gold now held by them to the Bank of England. (Para. -15.) j . 

Having carefully considered the various proposals which have been Ba?k Charter Art" 

SfLglaS' louldTXTn4biet *” 

’™wit?mSd hewever. that T-f ^VJirnl'Tr ^uS^:? I?! 

B^SVeSfArt* lou'uuder XIX Bank of England may, with the consent of the Treasury, temporarily 

LnXI It: cfnlTJoldTsei^e to M htbw the amUt ,c fined. We recommend that the normal minimum 



Printed image digitised by the University of Southampton Library Digitisation Unit 




12 



of tUe ceuti-al gold reserve to be aimed at skould be, iu tlis first iustiuice, £150 millions. Until tliis amount 
has been i-eacbed and maintained concurreutly with a satisfactory foreign exchange position for at least a 
year, tlie policy of cautiously reducing the uncovered ^ote Issue should be followed. "When reductions 
have been effected, the actual maximum fiduciary circulation in any year should become the legal maximum 
for the following year, subject only to the emergency arrangements previously recommeuded. When the 
exchanges are working numially on the basis of a minimum I'eseire of £150,000,000, the position should 
again be reviewed in the light of the dimensions of the fiduciary issue as it then exists. (Paras. 40 to 42.) 

W'e do not i-ecomnieiui the transfer of the existing Currency Xote Issue to the Bank of England until 
the future dimensions of the Euluciniy Issue have been ascertained. During the transitional period the 
issue should reinaiu a Governiuejit issue, but new notes should be issued, not aguiust Government securities, 
but against Bank of England IN'otes, and, furthermore, when opportunity arises for providing cover for 
existing uncovered notes, Bank of England Notes should be used for this purpose also. Demands for new 
currency would then fall in the nonual wav on the Banking Departmeut of the Bank of England. (Paras 
43 and 44.) 

When the fiduciary portion of the issue has been reduced to an amormt which experience shows to be 
consistent with the maintenance of a central gold reserve of £150 millions, the outstanding Currencv 
Notes should be retired and replaced by Bank of England Notes of low denomination in accordance with 
the detailed procedure which we describe. (Paras. 45 and 46.) 

"We have the honour to he, 

My Lords and Sir, 

Tour obedient Servants, 

(Signed) CUNLIFFE (fihainnan). 

C. S. ADDIS. 

E. E. BECKETT. 

John beadburt. 

G. C. CASSELS. 

GASPAED FARRER. 

HERBERT C. GIBBS. 

W. H. N. GOSCHEN. 

INCHGAPE. 

R. W. JEANS. 

A. C. PIGOU. 

GEO. F. STEWART. 

W, WALLACE. 

G. C. UPCOTT {Secretary). 

15th August, 1918. 
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Sfafe?nent of the average figures of the weeldy Balance Sheets during the month of 

Assets. 

Cash £ 

(1) Coin, Bank and Currency 
Notes, and Balances with 
the Bank of England - £ 

(2) Balances with London Clear- 

ing Agents and with other 
Banks, Bankers or Bank- 
ing Companies in the 
United Kingdom • - £ 

(3) Items in transit - - - £ 

Money at Gall and at Short Notice 
British Bills of Exchange . . - . 

Foreign Bills, Foreign Bank Bills and 

Domiciled Bills 

Balances abroad 

Investments 

(1) Securities of, or guaranteed by, British 
Government - - . . - 

(3) Indian and Colonial Government 
Securities, British Corporation 
Stocks, British Railway Dcbentnre 
and Preference Stocks ... 
(3) Other Investments . . . . 

Loans and Advances 

Other Assets ...... 

Bank Premises 

Liabilities of Customers for Acceptances, 

as per contra 

Liabilities of Customers for Endorsements, 
Guarantees and other obligations, as per 
contra - 

£ 
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Liabiuties. 

Capital 

Registered £ 

Subscribed £ 

Paid up £ 

Reserve Fund 

Current, Denosit, and other Accounts 
Acceptances 

Endorsements, Guarantees and other 

obligations 

Notes in Circulation 





